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PGA Monthly Rat#% June 1899 - Spteember 2000 

A micw of ttr: actual monthly PGA rSes is klpfhtiil in asses the usefulness of the 
rolling average PGA -lcrhsnism Appendix One shows the rnonthl:. PGA rates and contains 
graphs shewing the me i&Iy m,tEcment ofthe PGA mte. In general 1hI:ie was little movement in 
the PGA rates thS0ug)t tbe W half of 199% reflecting the rcfative sta )&ty of natural gas pnces 
during thrt timrthune. Begmnurg around January, 2000 the PGA rates started to move up, 
reflecnng tbc concumnt &e in natural 50s prices This rise accelerated in the spring and carried 
on thraugh thc summtz. Moat o f  tb LWs have FGA tsla in AugustlSeptcmber 2opO which we 
sc).~5-SO.O?lthtm higher thau tbe PGA rates which were effbctive in the fall of l9?9. Because 
tftc c m t  m u p  in RIuural gas prices hea betn so swift and large {Appendix Two dyuments the 
tising cost of tlaturaf gas), a number of the LDCs have hit the $0.07 (natural gas) or $0.12 
(propamc) per them cap on h e  PGA rate. Sccause of the severity of the natural gas pnce 
111cn:w. the rise in the PGA rates has not ttlly kept pace, due to the PGA rate reflecting a 12 
m n t h  average for natura! gas costs. However, the gradual rise in the PGA rate does seem to be 
a rta~~ndbfc balancing of the pals of reflecting the changing cost of natural gas and greater 
price stability. Staff believes that the PGA rats, as calcufated under the new PGA mechanism, is 
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ptX'hln'Jl3 Js tht pU7XS and the Cornmi y ~ ~ n  expected ~vhcr? the mdl;uitSm was in:plcmrn?ed 
in June 1999. 

1 
Use of the S0.07i therm and W.ltitbertn P G i  Kate Caps 

One key aswt of rhe new PGA mechanism is that it places a SO 0 7  tlt$rm b;md the 
PG.4 rate of nahmi gas LDCs and a $0.12. rhcm band on the PG.4 caic 01' propane LDC The 
band UO&S to limit the change in the PGA rate :a that it ts no more than 5O.W per thcmi (or 
S0.12 per &ern) ittffercnt than the PGA rate in efferr d u n g  any of the preceding 1.2 months. 
The 30at of this banding was 10 dlow pricing flexibility while also provide customers with J 

level ofpncing stability from one year to the next. It uas recognized ai the m e  the new PGA 
mechanism *'as hplementcd that in cases where there arc extreme swings in the price ot natural 
gas, the PCjA rate is likely to hit the bard. In such cases an LDC rnay find that its PGA bank 
balance ixcames h@y over or under collcctcd (triggering the PGA bank balance threshold) zutd 
the LDC m y  need to file for approval of irn additional surcharge or credit, on a temporary basis. 
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Such a case bas o c c d  in recent months. Southwest Gas's PGA rate hit the 
tn recent months and is likely to txpenencc a large utKtcrcotIcxted PGA bank balm 
fcw monrftr, so it 61cd for and tcctived Conmission approval of the use of a $0.0569 
surchqc {Decision No. 62860, August 24,2ooO). The surcharge is cflective lhrough the end of' 
December 2000 and * . d l  likely be revisited at that time to consider whether an extension IS 
necessary to address Southwest Gas's PGA b a d  balance at that time. It appears filiely ihat other 
LDCs will dsci file with the Cornmiston for appt oval of temporary surcharges. 

i T h e  $0.07 and 50. I2 per themi bands appcar 10 be functioning as intended. The question 
is  whcthcr h e  bands skwld be adjusted tci allow more or less flexibility in the movement of the 
PGA rate. %-hen the t mcnt S A  mechanism was implemented, all the parties rca1izc.d that the 
SOX7 and 93.12 p a  ! : i m  band levels wctc arbitrarily set and at a future time it might be 
beneficial to adjust the$, levels in the future At the May 24* PG.4 Ret-iew Workshop a number 
of partlcs expressed m n t m d  in latsening up the bands or eliminatii g them altogether. StdT 
believes that mention c' the tianding 75 usefcl m addressing the goal of :rice stability. Hcruoer. 
Srsff beIieves that wmc m s t n q  of the banding could take place with. )ut sacnticing the a\ era3 
goal of pnce stabiirity. itaff belrews th3t the bands should be extend< 1 1  to SO I O  per them. for 
~ r ~ r a i  gas - LM's md $r  16 per them for propane LDCs 

1 File for ;t PG.4 rate acfjustrnml within 15 days of completing the ?4onthf? 
Baiacce EuhiSrts chit rIiustrrttc $ha$ the thmhold has been tx iedcd.  OR 
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a number of the L X s  have hit their bank balance 
e working ra it wizs intended, Staff is not aware of 

e t ~ ~ h ~ l ~  levels and, therefore, does not isms or C O I I C ~ S  reg 
~~~~ my change '0 &em. 

With rhr 12 month rolling avernip PICA mechanism there is ii lag between when t he  
natural gas is purchased and when it 1s actuatty reflected in the rnonthly PCA rate. This Lay, IS 
necewry to provide the LDC time to receive invoices fram its suppliers and calculate rhe 
monthly PGA rate using actual historicaf data Decision No. 61225 requires that there be no 
more thm a 'two month lag, meaning that rhe PGA rate for March 2000 must reflect gas cost 
t f f f ~ ~ a t € ~ n  from February 1999 - January 2000 or niore recent information. Most LDCs have 
used the nvo month lag, although. in the summer of 2000, Duncan Rurd Services shortened the 
lag it BSCS At the May 24, 2orM meeting, a number of parties expressed an interest in shortening 
the time lag that is used. In general it is beneficial to use as short a timc lag as possible, because 
t f~e shcntr the lag the mote quickly changing natural gas prices will be reflected in the monthly 
pG.4 mte %"nile Staff has attempted to maintain a standard PGA mechanism for all the LDCs. 
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in tluv case SuiY behews t t ~  it WOUM be h f i c d  to aliow L X s  to usc a lag that is s h o t ~ r  
than two months, when f'%aarbk. StdTwilt work with tach 1DC to denti@ the shortat fcItrtble 
l;ty 6 r  rhju L X .  Staff wilt tthrcn send a letter to e x h  CM, idemifyurg the lag to be used by that 
LMT. h y  fuhue cbzngcs in th~ la perid h u M  be approved by Smfi: 

.A.mortizrdoo of the Fraen S A  llkurk BPrfnnce 
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When the new PGA mechanrsaa was implmttnted, the LflCs' cxiskng PGA bank 
blarxrs w i e  bm arad ?sloniratioa rates were set to mover QT refbnd the h z c n  bank 
i#Jancc. Most of the b z c a  tslml; balaums W~ZG sa up to bc tunortired over one yew and have 
now been fblly h d .  TIM only tDc with h z c n  b& hdmccs that arc st i l l  behg 
ambm*x-d is Black M~untaig Gas, m both its Ppsc 9nd Cave Cmrk thvisions. Black Mountaan's 
bzea PGA bank bdmnxs set to clmorttzf o w  loagcr pwiods of time, dire to the large size 
of the kmdntobtcd bank trai;paccs. I 

Interest om tbe PGA Bsrak IBsllrurce 

16- &e new PGA laachrrniam was impkmrrrxlted, UDCs were rrltawed to start applying 
intcmr to thc ova or rmder fecoycfed PGA baak bdmccl. Decision NQ. 61225 did not 
spccificaiiy address &ow &e kcnest would &e n.=ovefed b apoears that m e  L X s  have added 
in mato c-on of tbe 12 month rotting average PGA rate, while others have not. The 
most simple, Saaishtforovard way to r"cc0vc1 tb in- it to add it into the calculation of the 12 
monrh rotling average %A me as it is llpmcd each month. Inclusion ofthe interest in the PGA 
me c&ul3tioln dots r c?t s ~ g n  lilrely to result h B sigailicanr shift h the PGA rate, given the 
relatively >mdi sue oi'tbe interest accntcd in ocwnpruison to the a v d l  bank balance and gas 
cost nuanbas. rtrC inte;eap shoutd be arfded into the clfculslion of the 12 month rolling average 
OGA ratt as it is accnd c i  math, On tkc sheet showing the PGA rate calculation, the 
inteas may either be drown ai) a separ;rte column or included in amtl cx cost column (in which 
case it  should bc noted I n the sheet that the interest component is inc1ut:ad in that cofumn) 

k e r r r l  pwres have raised the question of whethm the 3 month commercial paper rate is 
the m t  appropnatc iatcreJt rate to apply to the PGA bank balance. Wiile there are a number of 
other interest ma which could be applied to the PGA bank balance, the 3 month commercial 
paper tare aplwars to have worked well since June 1999 and no party has raised a compelling 
reason as to why another rate should be used. It is Staffs opinion that the 3 month commercial 
paper rate should ciontinu~ to be applied to the PGA bank bat 1 

i 
I Reporting of PGA Information to ACC Staff 

Decsion No. 61225 identifies a number of reporting rquirem related to the PGA 
mechznrsrn. It ap~ears that clarification in several areas is necessary. Each LDC should provide 
tmff sheets. containing the updated PGA rate, to the Staff at least five working days prior to the 
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For most LDCs the new PGA rncchamsm has btrn operational far apprpximatdy a year. 
The past year has provided vatu;tbk experience with the mechanism. However, given the 12 
month cy& lLscd by the mechanism it quires a sizable period of time after implementation to 
mom thoroughly obaffve tht new PGA mcchmism arrd its effects. During the discussions with 
tbc LDCs and interested partic% 8 suggestion was made hat 8 further review of the new PGA 
mechanism be undertaken in tbe fiilure, when &e mechanism has been in place longer. Given 
the unportmee of tbc K A  mechanism and thc rclatively short time it has b m  operational, a 
further itview of the PGA machanim in the hnue would be beneficial. Staff should file a 
further review of the PGA mechanism with the Commission by k:ember 1,2001. This would 
provide approximately two and a haIf years experience with the mechanism, including another 
full winter and summer cycle. The impacts of the present increase in natural gas prices on the 
PGA mechanism could be studied as part of such a review. 
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